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EXECUTIVE SUMMARY: BUILDING FOUNDATIONS FOR THE FUTURE 


The Federation of Canadian Municipalities, in collaboration with the Canadian Housing and Renewal 
Association, has developed this report to help guide the design and funding of a program for 
affordable rental housing, as proposed in "Opportunity for All: the Liberal Plan for the Future of 
Canada", November 2000. 


While this report focuses on the design of a capital grants program, we believe the federal 
government must also consider the other elements of FCM’s comprehensive national affordable 
housing strategy — including measures to stimulate private rental construction, and rental assistance 
to reduce the widespread burden of high shelter costs. 


Using Local Solutions to Meet National Goals 


A cornerstone of the FCM/CHRA approach is the use of locally designed approaches and 
municipal/community program delivery and management to deliver affordable housing. Local 
involvement will better help the program meet Canada’s affordable housing needs. 


Finding the Right Administrative Structure 


FCM and CHRA believe the capital grants program might best be administered through a national 
housing trust or foundation. The trust would administer the initial grant endowment and raise 
additional capital, growing the endowment over time. Contributions by provincial and territorial 
governments would ensure their representation on the trust’s board of directors. Funds would be 
disbursed by the national trust to municipal/community housing trusts and project management 
groups. 


While a traditional Federal/Provincial/Territorial program with bilateral funding agreements remains an 
option, we would strongly recommend it include representatives of federal, provincial and municipal 
governments, the non-profit housing sector, and members of the private development and financial 
communities. 


Whatever structure is chosen, the key will be to make the program flexible enough to allow local 
experts to design responses to best meet local needs. FCM has included a design for a Local Housing 
Investment Partnership Fund in an appendix to this report. 

Building Partnerships, Building Capacity 


The proposed funding approach is fundamentally different from previous non-profit programs. The 
new environment necessitates partnership-building, fundraising and the use of best practices, and 
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project proponents must work in an environment based on private financing. A separate funding 
mechanism is needed to support the widening of expertise. Both FCM and CHRA have developed 
models for this capacity development. 


Capital Grants for Affordable Housing 


Funds for capital grants must be sufficient to allow for the production and rehabilitation of units 
affordable to lower income households at a level consistent with the commitment to build 60,000 to 
120,000 new rental units over four years as committed to in "Opportunity for All". The range of grant 
levels needed across Canada are set out in FCM’s "A National Affordable Housing Strategy", October, 
2000. 
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Appendix A: Possible Design of a Local Housing Investment Partnership Fund A-* 


Introduction and Background 


Late in 2000 two separate proposals were released, both including the idea of a capital grant program 
to support affordable housing production in Canada. 


1. FCM has proposed a National Affordable Housing Strategy (October 11, 2000) that defines the 
magnitude and nature of affordable housing need in Canada and details a series of 
complementary strategies to respond to this growing need. This strategy includes: 


e A flexible capital grants program; 
e Measures to attract new investment and stimulate both non-profit and private rental 
development 


e A shelter and rental assistance program. 


The FCM proposal identified annual targets and goals with the aim of addressing outstanding 
housing need and meeting new affordable housing requirements over a 10-year period. FCM 
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targets production or rehabilitation of 30,000 affordable units annually 


— 


. Prior to the federal election, at a meeting of federal, provincial and territorial housing ministers, 
the federal minister responsible for CMHC tabled and sought feedback from provincial housing 
ministers on a suggestion for a cost shared capital grant initiative. 


Subsequently, in its election platform the Liberal party, now the re-elected government, 
identified an Affordable Rental Program as a new initiative to provide capital grants on a cost 
shared basis in partnership with the provinces and territories, for an affordable rental housing 
program. This initiative targets an output of 15,000-30,000 units annually 


Clearly there is a consensus on both the need for a capital funding program and on the level of 
activity required. 


It should however be highlighted that the scope of the FCM proposal was broader - encompassing a 
full national housing strategy, of which capital grants are one key element; the governments 
proposals focus only on this capital grant option. 


Purpose 


The purpose of this brief is to examine critical issues that may influence the design of the proposed 
capital funding program and to suggest a possible program design. 


While this brief addresses only a capital grants approach it is important that the other elements of the 
proposed comprehensive strategy not be ignored - measures to stimulate ancillary private rental 
production and rental assistance to reduce the widespread burden of high shelter costs. 


Two Differing Approaches 


The Liberal platform proposals identified a statement of intent. Now is the time to elaborate on how 
this policy position can be refined into a funding mechanism or program that can effectively address 
the persisting problem of housing need - a set of problems being exacerbated by the lack of supply, 
extremely low vacancies in many cities putting serious pressure on rents, and erosion of the existing 
affordable private rental stock. 


Even within the narrower context of a capital grant program, and recognizing that the governments’ 
proposal has not yet been fully developed there appears a significant difference between the Red 
Book proposal and that recommended by the FCM: 


e The Liberal platform suggests a targeted affordable rental program in urban areas with a 
complementary but less specific initiative in rural areas. 

e The FCM strategy was broader in scope and envisioned a flexible capital grants program that 
could meet a variety of different needs — beyond just new rental supply - and could be effective 
across metropolitan areas, small cities, rural townships and in aboriginal communities. 


The FCM National Affordable Housing Strategy proposal was premised on, and strongly influenced by, 
the recent experience across the country in which community groups and municipalities, some 
working with private sector partners, have been creative and resourceful in developing locally based 
responses to the particular housing issues in their communities. New delivery capacity and 
mechanisms have already begun to emerge across the country and these provide a ready vehicle to 
mount an effective attack on affordable housing need. There is great potential to build on this local 
experience. 


The most critical issue that FCM, together with the Canadian Housing and Renewal Association 
(CHRA), the National Coalition on Housing and Homelessness and representatives of the development 
industry have identified is that these creative local initiatives are limited in scope by lack of fiscal 
resources. Thus the proposal was developed primarily as a funding mechanism to resource and 
further leverage local creativity and effort. What is required is a significant level of capital investment 
that will increase the reach and impact of local initiatives to make them much more meaningful. 
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In contrast, the preliminary outline of the federal proposal suggests that the government may be 
thinking more in terms of traditional programs - focused more specifically on the urban rental issue, 
with a separate initiative to develop other options in rural areas. Such programs tend to be 
prescriptive and inflexible — local problems are shoehorned to fit into inflexible national programs, 
rather than the programs adapting to local circumstance. 


As a fresh approach, the FCM proposals identify a funding mechanism that recognizes and accepts 
different local problems and needs and is designed to accommodate local flexibility. In designing such 
a funding mechanism there are a number of important considerations: 


Maximizing flexibility 

Stimulating active provincial participation 
Maximizing sustainability 

Defining eligible recipients 

Level of grants required. 

Building local delivery capacity 


oo 0 0 0 0 


o Governance, accountability and structure of the funding mechanism 


Each of these considerations is discussed below, followed by a draft outline for a program design for a 
Local Housing Investment Partnership. 


Maximizing Flexibility by Building on Local Success and Capacity 


FCM recommends an approach to build on success, using the emerging locally designed approaches 
and delivery mechanisms that are already in place or currently evolving. 


Over the past decade, a number of broad based coalitions and municipalities have emerged in 
attempts to meet growing housing need in the absence of leadership from the federal and most 
provincial governments. More recently, federal and provincial funding initiatives relating mainly to 
homelessness have begun to appear, and these reinforced the development of local capacity (most 
notably through the Supporting Communities Partnership Initiative, SCPI). 


As part of funding eligibility requirements and in order to focus their efforts, local communities have 
undertaken comprehensive assessments of community need and have developed responsive 
strategies. In the main, modest new funding programs have provided added fiscal resources to 
complement small capital funds assembled by municipalities or local coalitions. 


A few illustrative examples indicate that municipalities and community groups are well organized and 
taking an active role in creating solutions: 


The City of Toronto Affordable Housing Strategy - Following from the Mayors Action Task Force 
on Homelessness the city has developed a comprehensive strategy to prevent homelessness and 
stimulate the development of affordable housing. Through consolidation of various existing capital 
funds the City has created "Lets Build", a capital funding program. Lets Build is creating 364 
affordable housing units for over 600 individuals using a combination of capital grants and loans, city 
lands and forgiveness of development fees. In 2000, the city’s capital fund was augmented by a 
commitment of SCPI funds for projects more specifically directed to homelessness. 


Edmonton Joint Planning Committee/Housing Trust Fund - a joint initiative of various 
community agencies, the city and province, this committee has developed a comprehensive plan to 
address homelessness in Edmonton. The plan details actions and specific targets as well as a budget, 
part of which will be funded through SCPI, provincial and municipal and community funding and part 
of which remains to be secured. The joint committee is responsible for establishing priorities and 
fostering collaboration, while a separate local entity, the Edmonton Housing Trust Fund will administer 
grant funds and deliver development of projects. 


Ottawa-Carleton Community Action Plan to Prevent Homelessness -— similar to Edmonton, 
Ottawa has created a broad based community-municipal coalition to carefully assess the homeless 
issue and to design an action plan in response. After identifying funding priorities, the municipality 
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has consolidated funds (total $7.2 million in 2000) from its own reserves, SCPI funding and the 
provincial Homeless Initiative Fund, and has administered a request for proposals to fund local 
initiatives. In 1999 the municipality approved roughly 150 new units and is finalizing selections for 
additional units under the 2000 proposal call. 


Saskatoon Housing Initiatives Partnership - SHIP is a broad based group of government, the 
private sector and community based organizations established to facilitate social and economic 
investment in Saskatoon by providing financing and technical support for the acquisition and 
development of low-income community based housing. SHIP has developed a broad set of 
partnerships, a commitment to action and a local strategy. To date grant contributions have been 
raised totaling $520,000. In addition a consortium of mortgage lenders has committed 3.5 million in 
loan funds at below market interest rates. 


Ville de Montréal AccésLogis, a flexible Québec programme for developing 

community-based housing. A provincial-municipal-community partnership AccésLogis combines 
significant provincial and municipal grant subsidies, to subsidize the purchase and renovation or the 
construction of housing by private, nonprofit corporations and cooperatives and can provide rent 
supplement subsidies. The city works with a dozen multi-sector, community-based consultative 
groups, which recommend projects based on local priorities and intervention strategies. Since the 
programme’s start in 1998, 1,671 dwellings have been developed or are underway in the city. 


Stimulating Active Provincial Participation 


FCM has clearly stated that housing is not the single responsibility of any one level of government. 
Accordingly, a funding mechanism that requires some level of provincial participation, alongside 
federal and municipal/local contributions is necessary. However, any funding initiative must be framed 
in the existing constitutional context, respecting provincial jurisdiction and the Social Union 
Framework Agreement, and it must encompass a sound level of public accountability 


The initial federal suggestion reflects a cost shared program. As such, it will fall within the parameters 
of the Social Union Framework Agreement. Under SUFA, the federal government has made a 
commitment not to launch any new Canada-wide initiatives in the social policy field without the 
consent of the majority of the provinces and has committed to work with the provinces to define 
objectives. This will require negotiations with all provinces and territories. As the recent SCPI 
experience has demonstrated this can be a prolonged and frustrating process and one that delays the 
initiation of funding. 


Clause 5 of the SUFA provides some scope for the federal government to introduce new direct 
spending initiatives, but under the following conditions: 


When the federal government introduces new Canada-wide initiatives funded through direct 
transfers to individuals or organizations for health care, post-secondary education, social 
assistance and social services, it will, prior to implementation, give at least three months' 
notice and offer to consult. Governments participating in these consultations will have the 
opportunity to identify potential duplication and to propose alternative approaches to 
achieve flexible and effective implementation 


The spirit of the SUFA is that new initiatives will be undertaken in a process of F/P/T collaboration. 


While this would permit alternate provincial initiatives it is critical that federal funds targeted for 
affordable housing are used to create new housing, not to offset provincial reductions in their housing 
budgets - as has been the case in savings generated in existing federal housing subsidies under the 
recent F-P/T transfer agreements. A recent study of federal, provincial and territorial housing 
expenditures has identified a decline in expenditure of $500 million - 90% of the reduction ($450 
million) is attributable to provincial spending reductions. 


The federal transfer agreement has capped the federal share of subsidies at the 1995/96 level, 
however subsequent reductions in required subsidy, related mainly to interest rate savings, have left 
provinces with a subsidy windfall. Rather than use these savings to reinvest in social housing the 
provinces have used the federal portion of saving, which they are entitled to retain, to offset 
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reductions in their own expenditures. Any new federal initiative must be designed to ensure that this 
practice cannot be repeated - the mechanism must ensure that saving derived from federal funds will 
remain dedicated to new investment. 


Alternate Funding Models 
To facilitate implementation of a funding program two possible approaches are available: 


e A formal F/P/T consultation and program design process; or 
e An alternate funding vehicle that does not abrogate SUFA. 


With increased responsibilities under the federal transfer agreement on social housing, a number of 
provinces are taking a more active role in exploring new initiatives. At the F/P/T meeting of housing 
ministers in September 2000 provinces and territories reacted reasonably positively to the federal 
ministers suggestion of some form of cost shared initiative. 


If provincial cost sharing is to be a requirement in order for funds to flow into municipalities in a 
province, conditions on cost sharing should recognize existing and potential alternate forms of 
provincial cost sharing, including for example, rent supplements to bridge the affordability gap from 
market levels in lieu of matching capital grants. 


A second option, discussed in more detail below, is a funding mechanism facilitated through a national 
foundation or trust, which while national in scope would not formally represent a new federal initiative 
under the terms of SUFA, yet could be designed to engage provincial involvement. 


This could be modeled after the Green Municipal Investment Fund, under which federal funds were 
allocated in trust to the FCM to manage an investment fund to assist municipal governments to lever 
investment in municipal environmental projects. The Canadian Housing and Renewal Association have 
similarly tabled a proposal for a national housing foundation to support local initiatives. Both 
examples offer an opportunity for the federal government to endow a fund. 


Provincial participation would then be secured indirectly, by the national entity and its local 
constituents consulting with provinces for additional endowments or ongoing support to funded 
projects. This would not absolutely commit provinces to provide matching resources, but would 
provide a proactive vehicle to leverage provincial investment. 


A similar fund has already been implemented in Quebec - the fonds québécois d'habitation 
communautaire. The role of the fund is to coordinate efforts of community groups, municipalities, 
financial institutions and the provincial housing agency to promote the creation of affordable 
community housing. Among other things, the Fund solicits and subsequently administers 
contributions from partners, associations, foundations, business and private citizens. 


Maximizing Sustainability 


The new funding arrangement should be sustainable in two ways. First it will help to create an 
enduring affordable housing product that will be available to serve generations of low-moderate 
income individuals and households. Second it should seek to create a self sustaining fund, by 
encouraging the use of funds (at least in part) as repayable loans that will, over the long tern recycle 
back to replenish this funding source for new initiatives (after 25 years of continuous funding, this 
result is a notable success of the Community Development Block Grant Program [CDBG] in the US). 


Defining Eligible Recipients 


Ultimately, the intent of the proposed program is to create and expand affordable housing options for 
low- and moderate-income households unable to meet their needs in the market. Generally, this will 
require an intermediary entity to build or acquire the property and to provide ongoing management 
(except in cases of affordable ownership initiatives, although even here some form of mentoring and 
supportive agency will be desirable). 
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Thus, eligible recipients will be defined in terms of the intermediary, rather than the ultimate client. 
However certain conditions must be imposed of the eligible recipient — specifically an obligation to 
serve a defined low-moderate income target population and to continue providing housing on an 
affordable basis over a minimum period of time (ideally a minimum of 20-30 years). 


Eligible recipients may be either private-for-profit, or not-for-profit corporations. 


In the case of private sponsors, the specific requirements for targeting to low-income households and 
restrictions on rent levels may limit private developer interest, other than in joint venture 
arrangements. Experience has demonstrated limited private take-up of funding programs with such 
conditions (e.g. relative disinterest in rent supplements and options under the former Assisted Rental 
Program and Canada Rental Supply Program to set aside units for rent supplement agreements). 


The industry itself has argued against stimulus programs that have generally unbalanced market 
equilibrium with long-term consequences (this was a central recommendation of the 1985 Federal 
housing policy document A National Direction for Housing Solutions). 


In recognition of these issues, and the inherent weakness of an omnibus program to address issues in 
both the affordable housing sector and the in private market the recommendations in the FCM 
National Affordable Housing Strategy (Oct 2000) identified a series of measures that would directly 
address the key systemic impediments to private rental investment. If implemented, these separate 
and focused measures would improve the investment environment for private rental supply, without 
the uncertainty and possible disruption of a temporary program (like the former ARP, CRSP and MURB 
efforts). GREAT 


Level of Grants Required 


In its proposed National Affordable Housing Strategy (Oct 2000), FCM detailed the size of the 
affordability and supply gaps and derived estimates of the grant amounts required first to bridge the 
gaps between actual development cost and the level of financing supportable at market rents, and 
second to lower financing to a level supportable with rents collected on a rent geared to income basis 
from low-moderate income households. 


Exhibit A: Typical Development and Acquisition Costs and Capital Investment Requirements 
Selected Cities - Costs per Unit 


Vancouver| Calga Winnipeg | Toronto | Montreal | Halifax Average 
Per Uni Capital Cost fincl GS 
89685] 79,106 
67350] _47 AG 


New Construction Amount of Capital Grant Required (Per Unit 
Market 28,194] 38.264 31412 8,625 
Targeted 81433] 84 421 66 015 93311 62596] 52083 73,143 
Acquisition 
Market 5139 10 984 5785 7,085) 20 600 4746 9,057 
Targeted 36362) 47 903 32 304 46886) 44750] 26215 39,070 


Based on sample of recent developments extracted from Clayton 1998 and Lampert 1999. 
Casts averaged for one-bedroom (singles) and three bedroom (family) units 
Assumes a mortgage rate of 7% and 1999 market rents 


Typical capital costs and the associated total amount of capital investment or in kind assistance 
required is identified in Exhibit A, which includes both new development and acquisition options. 
Unattached individuals (including seniors) account for just over half of all core need household, while 
families (including senior couples) account for just under half. Based on this mix, costs and grant 
levels are averaged for each city to reflect a mix of one-bedroom units appropriate for singles and 
three-bedroom units for families. 


These estimates reflect the tota/ amount of capital investment required after potential mortgage 
financing at market or targeted affordable rents; they do not indicate the expected level of capital 
grant. Developed in partnership with the community, other levels of government and possibly some 
private partners, projects will assemble various sources of capital contributions including community 
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or municipal land, waiving municipal development fees and levies and any provincial grant or rent 
supplement agreements. 


As such the amount of capital investment identified in Exhibit A reflect only the upper range of 
requirements — with grant funds filling the capital shortfall, after other contributions. So, a funding 
initiative that is premised on developing local partnerships and securing other funding sources will 
require perhaps half to two thirds of the identified capital investment amounts in Exhibit A. This can 
be ensured by a competitive process that favours initiatives that bring contributions and maximize the 
number of affordable units produced per dollar invested. 


Both the capital cost and capital investment levels are significant amounts, but they are realistic and 
corroborated by recent initiatives in a number of cities. For example: 


In Ottawa, the Nepean Housing Corporation is building a 76 unit town house development for 
families. The total cost per unit (predominantly 3 bedroom units of roughly 1100 sq ft) is $118,000. 
Donation of municipal land, waiving of fees and site serving costs contributes $25,000 /unit; rents at 
market levels secures private financing of roughly $65,000/unit with the province providing rent 
supplement commitments for 48 of the units to ensure affordability on an rgi basis to low income 
families; the remaining capital shortfall which could be facilitated through a capital grant is per unit is 
$28,000. 


In Montreal, a one-storey industrial building in the Sainte-Marie district was transformed into 16 
family units, including 12 new units contained on two added floors. The total cost including 
acquisition, rehabilitation and new construction was $91,100 per unit. After financing, the capital 
funding gap was covered by $43,900/unit grant from the AccésLogis programme ($32,100/unit from 
the province and $11,800 from the city). The city also provided a $3,000 tax credit for the recycled or 
new units. A remaining capital shortfall of $12,000/unit was funded from a special provincial fund 
linked to revitalization - a flexible federal grant could effectively have filled this gap. In addition 8 of 
the 16 units are made more affordable to very low-income families through a rent supplement (also 
cost shared 90/10 with the province and city). 


In addition to building new housing, Exhibit A includes the cost of acquiring existing properties, which 
are typically lower in cost than building new but there is only a limited choice of property for 
acquisition initiatives (this would be an cost effective option in markets with high vacancies). A 
flexible funding program would also enable those communities with lower existing house prices to 
acquire existing houses as a rental portfolio or possible to use in assisted ownership programs - such 
approaches are being pursued in several Prairie cities. 


Governance and Structure of the Funding Mechanism 


The formal funding approach will depend on whether or not the program is facilitated through a 
formal F/P/T cost shared mechanism or is undertaken under an alternate approach. There are 
advantages and disadvantages to both. Most notably, an F/P/T process may require extensive 
negotiation and all provinces/territories may not wish to participate. On the other hand, funding 
through a third party national entity would not necessarily commit provinces and territories to 
contribute, although local advocacy may be a proactive lever. 


Cost Shared program: 


As a cost shared program, funds would be allocated through a federal agency, presumably CMHC as 
the federal housing agency. CMHC would enter into bi-lateral funding agreements with each province 
and territory, prescribing the eligible use of funds, eligible recipients, costs sharing requirements, and 
ongoing reporting and accountability requirements. The province/territories (where agreeing to 
participate) would then administer a jointly designed funding program. Such an arrangement could 
readily adopt a program premised on a flexible funding approach as outlined in the attached Local 
Housing Investment Partnership — such flexibility is the key element in stimulating the broad range of 
local initiative necessary to reflect regional differences in need. 


Under the SUFA provinces will have the opportunity to identify potential duplication and to propose 
alternative approaches to achieve flexible and effective implementation - accordingly Quebec, which 
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already has such a program may pursue this approach and use the funding to augment their existing 
fonds québécois d'habitation communautaire. This would be consistent with FCMs proposed approach 
of flowing resources to facilitate local initiative. 


From a cost-sharing perspective this approach would be similar to the former non-profit or ongoing 
RRAP programs - with a federal base allocation and provincial add-on based on an active delivery role 
("say for pay" basis). 


In a more flexible manifestation, the program might resemble the SCPI approach, with a specific 
provincial capital (or equivalent) contribution. The province/territory would be a conduit and 
monitoring agent for funds allocated to the municipal level where local committees would design 
appropriate interventions and select eligible recipients for funding - as a number have recently done 
under SCPI. 


National Housing Trust/Foundation Fund Approach 


The alternate approach could create a sustaining entity both to administer a federal grant endowment 
and to raise additional capital funds (including private, philanthropic and provincial/territorial). 


The main advantage of such a Trust/Foundation fund would be 


a.a high degree of accountability; 

b. autonomy from government; 

c. high profile, multi-sector directors; 

d. perpetration of the federal mandate while permitting implementation to meet regional 
needs on a decentralized bases; and 

e.a legal constitution that controls objects, acts, accountability and decision-making. 


The main disadvantage may be the lack of explicit provincial partnership and funding commitment. 


A potential model for this approach is the FCM Green Municipal Investment Fund (and related 
Enabling Fund, discussed further below). The GMIF was created in 2000 specifically to provide capital 
funds to municipalities with the intent of supporting and leveraging municipal environmental projects. 


The GMIF created a framework whereby the federal government initially endowed a fund with $100 
million and has the flexibility to periodically make additional contributions. Funds are held in trust by 
the FCM and governed by a separate board of trustees with Government of Canada and municipal 
nominees as well as private sector representation. The board is authorized to provide grants, loan 
guarantees and loans to support eligible projects. Eligible recipients and uses are defined in a funding 
agreement between the federal government and FCM. The Board is also charged with the task of 
seeking provincial and territorial participation. 


In translating this into the affordable housing context, it may be less practical for one national 
agency/entity to review and select among requests for funding, due to the volume of requests. An 
option, to overcome this is to complement a national entity with a network of regional or province 
level sub-funds with a formula based allocation of grant budgets and a delegated authority to 
administer a competitive grant allocation process. 


This approach may also be an effective way to engage provincial participation - formal financial 
commitment could be one of the conditions of provincial representation on the board of provincial 
level trust fund. The provincial level or regional trusts would also be charged with a role to encourage 
leverage and partnership. 


Like the GMIF, Local Housing Investment Partnership funds would be allocated in trust and managed 
in accordance with a trust agreement. 


Accountability would be ensured though both the oversight of a multi-sectoral board of directors 


together with annual financial audit and reporting requirements. The annual report would identify the 
number of funding applications, listing of projects supported, amount and type of funding dispersed. 
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Enabling and Capacity-Building Support 


In addition to allocating funds, the national/provincial bodies would have a responsibility to develop 
and expand expertise and capacity at the local level to ensure that all communities with demonstrated 
need have the capacity to develop local investment plans and to undertake new development or 
acquisition. 


Not all municipalities and communities have the level of expertise necessary to develop new housing 
or devise effective local strategies that maximize opportunities to use existing and leverage new 
resources. The proposed new funding approach is fundamentally different that the old non-profit 
housing programs with prescribed rules, 100% subsidy and ongoing subsidies. The new environment 
is one characterized by a need to build relationships and partners, identify complementary funding 
sources and ways to lower costs of production. There is no subsidy or financing guarantee - 
proponents must provide to lenders that they are credit worthy and their projects viable and they 
must learn how to operate in a private finance environment (albeit with some CMHC mortgage 
insurance support). 


Municipalities are similarly adapting and moving beyond traditional roles in land use regulation and 
development control to become facilitators and enablers — adapting their regulatory tools in creative 
ways to facilitate affordable housing development and adding their own resources to the development 
mix. 


Recent initiatives supported by the federally funded, CHRA delivered Homegrown Solutions seed grant 
program have revealed a new and wider constituency of proponents trying to develop housing - 
groups that increasingly have broad based community development as their focus but recognize the 
central importance of a sound, affordable and stable living environment as a foundation for individual 
well-being and opportunity. These groups bring new resources and new partners but lack expertise in 
housing development. 


As part of its current research and policy development plan CHRA has prioritized the need to assess 
current capacity and to develop appropriate tools — including training sessions, local workshops, 
documentation of local examples and a clearinghouse for information exchange between communities 
and regions of the country. While the existing expertise among CHRA membership, which includes 
municipal officials, is a key resource, to be effective this pool of knowledge and expertise must be 
expanded. A capacity building process must be recognized as a funding priority. 


In establishing the GMIF, the federal government recognized that effective investment and leverage 
for environmental initiatives could only be achieved by increasing skills, capacity and linkages at the 
local level. Accordingly a complementary $25 million Green Municipal Enabling Fund was established 
concurrent with the GMIF to provide grants help build this local capacity and to fund feasibility studies 
prior to making GMIF investments. 


There is a similar need to build and expand expertise in both the community and the municipal sector 
to support an active local development process for affordable housing. Any funding mechanism should 
include or provide a separate funding mechanism specifically for this purpose. 


In addition, there is potential for the national trust/foundation (and province level affiliates) to 
develop a core of knowledge and expertise that may be used to provide technical support and to 
investigate and document effective local practices that can be communicated and broadly shared. 


Ongoing CMHC Role 


Over the past 5 years as the federal government has negotiated transfer agreements and shifted 
ongoing subsidy administration to the provinces, CMHC has reduced its staffing levels and has lost 
much of its former expertise and delivery network. Meanwhile with added responsibilities, many (but 
not all) provinces have expanded their scope and staff levels. 


In light of the recent transfer process the federal government has implied a disinterest in recreating a 
large- scale federal housing bureaucracy. Nonetheless, this proposal envisions an active CMHC either 
as the federal partner in a F/P/T cost sharing process or in an oversight role and ensuring compliance 
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with a federal funding agreement. In the case of a national housing investment trust, or similar entity, 
there would still be a need for monitoring and review of annual reports. 


CMHC also plays a critical role in facilitating financing. It would be desirable for CMHC to expand and 
customize its mortgage insurance products to support and facilitate the federal government’s 
affordable housing strategy. The FCM National Affordable Housing Strategy (Oct 2000) details a 
number of areas where CMHC's role as a facilitator of affordable housing can be strengthened to 
support a locally based flexible funding mechanism. 


In addition, profits gained through the sale by Canada Mortgage and Housing Corporation of mortgage insurance and mortgage- 
backed securities should be permanently designated for reinvestment in affordable housing. 


Need for Local Governance 


The primary objective of the proposed funding mechanism is to support and stimulate local initiative. 
Either an F/P/T cost shared agreement, or a national third party approach is consistent with this 
objective. A possible program design is attached, outlining how the key considerations presented 
above might be translated into an effective funding vehicle. 


Core Principles 


A flexible funding framework must program be guided by a set of core principles. The following 
principles have been developed by CHRA and serve as a Starting point: 


Affordability: The initiative must be directed to those in need. Support for the provision of high-end 
rental housing, with benefits to trickle down to those in need will have only very limited impact of the 
core issue of affordability. 


Community/Neighbourhood Revitalization: Municipalities and community groups across Canada are 
concerned with the decline in many of our urban neighbourhoods. A concentration of extreme poverty 
and a declining rental stock are important factors in this decline. It is essential that a housing 
initiative be used in such a way that it can revive faltering communities, provide local employment 
and skills training, and emphasize local involvement in its development. 


Amount of Assistance: the assistance required to build and acquire affordable housing for those in 
need will depend on the size of the household, the depth of need of the household, the market 
conditions in the region, and whether the unit is acquired or built new. The assistance available must 
be realistic in recognizing the true cost of acquisition or development. 


Continuing Affordability: The prime targets of any government program must be households in need, 
and the housing must remain affordable. There should be a set and definite minimum amount of time 
in which housing must remain affordable. This should be protected through agreements. 


Scale: Any initiative should be of sufficient scale to generate a meaningful output to address 
outstanding housing need. CHRA and FCM are calling for capital grants for 25,000 units of affordable 
housing annually for at least 10 years, along with other initiatives. This is a reasonable minimum 
target that is supported by a wide range of community and non-governmental organizations. 


Accountability/Evaluation: An accountability framework should be put in place. Monies spent to 
provide much needed affordable housing must be efficiently spent and verified. 


Flexibility: Local jurisdictions will need flexibility to have programs meet their aspirations if they are to 
be active contributors and participants. Also, different communities will address their housing needs 
most successfully in ways that incorporate their concerns, values, existing resources and expertise. 


Safeguarding and Building on Existing Housing Funds: Provinces have a joint responsibility to meet 
housing needs. Savings from the existing operation of social housing should be fully reinvested in new 
housing initiatives and not used to offset reduced provincial spending. Provincial treasuries collect 
revenues through land registry fees, as well as sales, property and income taxes related to any new 
development. A minimal annual new dedication should be directed to affordable housing initiatives. 
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Appendix A: Possible Design of a Local Housing Investment Partnership Fund 


Purpose: The Local Housing Investment Partnership Fund (LHIPF) is created for the purpose of 
providing capital resources to local communities and municipalities as an incentive for the creation of 
local housing partnerships, to expand production of and preserve affordable housing, to further the 
housing element of local government comprehensive plans, and to increase housing-related 
employment. 


Targeted Population: 


Individuals and households with low-moderate income unable to meet their housing need in the 
market. 


Federal Administration: 


The federal government will establish, or designate an existing agency to distribute funds, develop 
and maintain a monitoring and compliance system and encourage the development of expertise and 
exchange of best practice information. 


National Housing Investment Trust: 


Federal funds will be transferred either through a National Housing Investment Trust (NHIT) or 
through a provincial agency or directly to municipalities or to locally created housing trust funds. 
Where the NHIT model is used, this national body will oversee the allocation of grant funds and verify 
the use of funds by local groups. 


Where directed through a provincial agency the province must establish a provincial housing trust and 
match a minimum percentage of the federal allocation to that province. Where a province creates an 
ongoing program of rent supplements to assist affordability, new rent supplement commitments will 
be recognized as part of the provincial cost sharing. 


Alternately, the federal government will allocate funds in trust to a National Housing Investment 
Trust, which will be governed by an independent board of trustees representing a variety of 
stakeholders and governments. Both forms of governance can be used concurrently to cover cases 
where provincial/territorial governments are, or are not, involved. 


National/Provincial Administration 


The Provincial/NHIT agency will establish a management system to ensure allocation of funding to the 
local level and will establish a compliance and reporting system to verify use of federal funds. This 
agency will also develop a program of technical assistance and best practice to help build capacity and 
local expertise. 


Local Requirements: 
To be eligible for assistance, a municipality or regional authority must: 


e Establish by bylaw a Local Housing Trust Fund with a board comprised of representatives from 
the affordable housing sector, builders, lenders and government representatives; 

e Establish and adopt by bylaw a Local Housing Assistance Strategy (LHAS, possible by expanding 
on SCPI community plans), including targeting criteria; 

e Submit the LHAS to the provincial /federal agency for confirmation of eligible strategies 

e Encourage the development of private and non-profit partnerships to combine expertise and 
resources to reduce housing costs; 

e Amend municipal/local policies to encourage affordable housing initiatives as appropriate for the 
community; 


e Submit by the end of each year a report on the local programs implemented and the 
achievements of these programs; 
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Eligible use of funds: 
All federal funds must flow through the local/municipal trust and be spent on eligible programs. 


A limit shall be established on the proportion or amount of the funds that may be used to cover 
administrative expenses. 


A minimum 30% of funds shall be directed to initiatives serving very low incomes (deep core need 
income in the lower 50% of the core need distribution). 


No more than 20% of funds may be used for households with incomes up to 120% of the core need 
Housing Income Limit (up to 20% would be allowed to permit income mixed initiatives). 


To ensure contributions by other parties, a limitation may be placed on the proportion of the total 
project cost to be funded by the national capital grant mechanism. 


Local Housing Trust Funds will allocate funding to eligible private and non-profit entities and 
individuals (in the case of assisted ownership). As a condition of receipt of a loan or grant, the eligible 
sponsor or eligible person must contractually commit to comply with criteria applicable to the 
affordable housing objective of the award. The criteria adopted by the eligible municipality must 
prescribe the contractual obligations required to ensure compliance with award conditions. 


Allocation Mechanism 


Funds will be allocated to provinces and to localities on a fair share basis (per capita, per household, 
or based on number of households in need). 


A minimum allocation will be established for small rural communities and census areas, for example, 
of less than 50,000 population. 


Maximum prices: 


Localities will establish maximum price limits on homes and rental units to be built or acquired under 
the local initiatives. 


Housing Strategies: 


The LHIPF will provide maximum flexibility to local communities to determine the most appropriate 
and economical use of funds. Local strategies may include: 


¢ New construction 

e Acquisition of existing properties 

e Acquisition/rehabilitation and conversion of non-residential properties 
¢ New construction 


e Down payment/purchase assistance for affordable ownership (and lease-to-purchase) programs 
Loan/Grant Terms 


Localities may provide assistance in the form of outright grants, deferred payment loans or direct 
loans on interest free or favorable terms. Localities are encouraged to require full or partial 
repayment so that over time to local trust funds can recycle funds and over the long term become 
increasingly self-sustaining. In the case of assisted homeownership, loan terms must stimulate 
repayment if the homeowner does not continue to occupy the house. In the case of rental housing, 
operators must commit to maintaining units at an affordable level for a minimum of, for example, 30 
years. 


Annual Compliance Reporting 


Each year all participating municipalities would submit to the provincial agency a report of their 
affordable housing programs and accomplishments. The reports would be certified as accurate and 
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completed by the local government's chief elected official or designee. The annual report would certify 
that the local housing assistance strategies have been implemented or are in the process of being 
implemented pursuant to the adopted schedule for implementation. 


The report would include, but would not be limited to: 


a. The number of households served by income category, age, family size, and data regarding any 
special needs populations such as youth, aboriginal households, homeless persons, low-income 
families and the elderly. 

b. The number of units and the average cost of producing units under each local housing assistance 
strategy. 

c. The average sales price or value of an ownership dwelling and the amount of rent charged for 
rental unit based on unit size (and comparable market rent and house prices) 

d.A description of the status of implementation of each local housing incentive strategy, or if 
applicable, the local housing incentive plan as set forth in the local government's adopted 
schedule for implementation. 

.A concise description of the support services that are available to the residents of affordable 
housing provided by local programs. 

. Identification of additional provincial top up funds and other sources of funding (amount and 
percentage of total amounts received by the Local Housing Trust Fund in the reporting year) 
allocated to the trust and used to support the local housing strategy, including in-kind 
contributions. 

g.An annual accounting summary identifying distribution of funds through outright grant, deferred 
loan or repayable loan. 

h. Such other data or affordable housing accomplishments considered significant by the reporting 
municipality. 


fo) 


i 


Local Trust Funds would be required to expend the annual allocation within a fixed time period, 
perhaps within 18 months of receipt of funds. 


Leveraging additional participation 
Affordable housing is most effectively provided by combining available public and private resources. 


The LHIPF should encourage partnerships in order to secure the benefits of cooperation, secure 
additional resources, realize cost-savings and reduce the cost of housing for the target groups. Local 
strategies should similarly encourage active partnerships between government, lenders, builders and 
developers, real estate professionals, advocates for low-income persons, and community groups to 
produce affordable housing and provide related services. 
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